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MLt-n/KA hl’UM K UK : 

RE: 


NSC on Senate Bill 812, 1100 Tuesday, 
29 October 1985 


John 11 be going to this NSC meeting as you will 
bevat NSA$>repar1ng. for your appearance before the 
Senate Judiciary Committee. 

Nevertheless, as this NSC addresses the President's 
powers to bar lending by U.S. institutions to "controlled" 
countries, I thought you wou ld like to see the attached 


package which 


has prepared. 


Specifically, you should scar! 


covering 

memo and the draft talking points at Tab A. Thus, 
if you have any comments or suggestions re what 
position you want John to take, you can let him know. 
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SECRET 

The Director of Central Intelligence 
Washington, D C. 20505 


National Intelligence Council 


NIC 05356-85 
25 October 1985 


MEMORANDUM FOR: Director of Central Intelligence 

Deputy Director for Central Intelligence 


FROM: 

SUBJECT: 


Acting National mte 
NSC Meeting on Senate Bill 812 


igence Officer for Economics 


25X1 


1. On Tuesday, 29 October, the President will chair an NSC meeting 
to determine the Administration's position on S. 812, the Financial 
Export Control Act, which would give the President powers to bar lending 
by US institutions to "controlled" countries. 

2. Senators Garn and Proxmire proposed S. 812 (Attachment B) as a 
way of preventing the Soviet Bloc from using funds borrowed in the United 
States to finance the transfer of technology or to fund other activities 
such as support for Nicaragua. The bill was introduced on 28 March after 
elements contained in it were deleted from the Export Administration Act. 

3. In terms of substance, it would, of course, be impossible to 
craft legislation to stop US funds from flowing indirectly to the Bloc. 
The Justice Department argues that provisions in the bill would allow the 
President to avoid excessive use of the Emegency Powers Act (IEPA), 
invoked for the Nicaragua sanctions. Others within the Administration 
argue that the President ought to have the power to take actions short of 
those under IEPA if the situation warrants, even if those actions only 
send a strong political message. 

4. We have at least two points to make as input to any discussions 
of S. 812: 

This is an appropriate time to consider such powers because the 
Soviet Union will suffer a substantial decline in hard currency 
earnings over the next five years, and Western credits will be 
needed if Moscow is to maintain its purchases of Western 
machinery, equipment and technology (see Attachment C). 
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SUBJECT: NSC Meeting on Senate Bill 812 


— In terms of targeting, however. It Is not clear whether S. 812 
Is aimed properly. It should, perhaps, be broadened to cover 
those states that support terrorism such as Libya. 

5. The meeting on Tuesday will focus on three options. 

1. Giving Administration support to the spirit and intent of S. 

812. 

2. Having 0MB announce that it will work with the Senate to 
' craft legislation along the lines of the proposed bill. 

3. Announcing that the Administration supports the spirit and 
intent of the bill, but saying that the Administration will use 
procedures short of legislation to achieve the same ends. 

The Secretaries of Treasury, State, and Commerce oppose the controls 
contined in S. 812, arguing that they would be ineffective. Defense, 

0MB, and perhaps, NSC are in favor of some powers along the lines of 
S. 812, although not necessarily in the form provided in the bill. 
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Attachments: 

A. Talking Points 

B. Senate 812 

C. USSR: Declining Hard Currency Earnings 

D. Eastern Europe Boom Market 

E. Soviet Oil: Gorbachev's Alternatives 
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S^T* wflSK SSITIS'KSSSS'JS;®;, 
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* ne ^rwJ*i!l! prime tlce of lending to our adversaries. This Of fered Rate <Lfbon or an option 

tat*- loan started out at a mere bill authorises, but does t h direct the 1?T po int over the cs prime 
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^ « • mere oui auuionses, but dOM Mt dirert the 

$150 million, but there vas such en- President to control transfers of cap- * throe sear mr* " " ,fcU * ui * 

ihusiasm for it from DJB. banks thit it*i in a utree year grace. 
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tently at 10.5 percent, so the Citibank 
loan to Bast Germany . In today’s 
terms, would be for a rate of 11 per- 
cent I wonder whether any of any col- 
leagues have any constituents that 
would like to borro w money at 11 per- 
cent Do they have anyone who would 

MkP to buv k hfWflP ■« 11 WCK.ei M 


obtain credit for farm improvements 
at 11 percent? Perhaps they have some 
constituent that would like to start or 
expand a business with an 11-percent 
loan, or make an export sale. They 
very wdll may have such people, but 
they -are unlikely to find those kinds 
ef loans being offered. Apparently, a 

fhmfUr tnrifi* to Kn« m Kmrw _ 


a businemman In the United States 
ettmot easily get such a rate, but the 
But Germans can. 

What are the Bast Germans going to 
do with such a loan? Are they going to 
exp a n d human f reed oms, increase in- 
dividual opportunity? No. the 

Bast Germans are going to use the 
■ooey to buy Western high technolo- 
gy. Urey are concerned by the fact 
that their «w»Miiy g fin- 

ing farther and farther behind the 
e conom y of Warn Germany— and it is 
worth adding that the Bast Germans 
same to Citibank becaus e the West 
Oatma n h a nks were requiring human 

StojEr* 00 * tor “* *"** ot 

The test Germans are also eager for 
Western technology brramr their 
Bordet masters are demanding more i 
high technology imports fr om the 1 
But Germans in exchange for Soviet ' 
nergy supplies. That to to say. al- 
though the loan to going to the Bast , 
Germans, its benefits are going to the ! 
Soviets. I 

Mr. President. 1 am not sure how we I 
can best deal whb this problem, but I i 

an kfuir that 1 


export eootrol task all the more difft- 1 
cult by lending our adversaries the 1 
noney with which to obtain our tech- . 
aology. Thto to e practice that must , 
Our banks may make some prof- i 
its from the loans, although their a 
troubled Bast European loan portfolio « 
easu seme doubt en that But what- ■ 
they may obtain to tar J 

short of the expenae that It eaiMea us * 

to make up for Soviet bloc military ad- ! 
ranees made possible by Wasters tech- 
nology. What would interim rates be 
(or our people if we could aafely de- „ 
prase defense Winding by lens of bil- J 
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J® ®«l Germany. “The at- 
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lag with our national interests. . 

The bill in Its current form is a dis- 
cussion draft. l(y colleagues may have 
some other ideas, and some changes 
may need to be made. Perhaps the 
problem can be solved without fcciala- 
tion. but I believe the tome has 


■ — — nhmmi uirect- 

ly. 

Mr. President, I would also like to 
mention to my colleagues that I do not 
intend to add thto bill to current pro- 
posals to amend the Export Admlnto - 
tration Act that are being considered 
here and in the House of Representa- 
tives in c o nn ection with the raauthor- 
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Mr. President, I ask that the text of 
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There being no objection, the mate- 
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Ration^ Bank of Chicago when It worked 


— * — - — w uh HMTACl MM WWmZ . Fim 
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mtothat European banks thereafter were 
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^Wert ero e o o n o mti ts expect the next East 
Oman flv^year plan, from 1M6-It90. to 
Investment program 
partioiterfy emphasizing purchases of West 
ori technology. 

This is partially a response to a Soviet ul- 
timatum that Moooow is to get Western- 
gaality goods in exch a n ge for the raw mate- 
rials ft provides Eastern Europe, or Moscow 
wfll reduce the amounts provided The Son- 
Ms warn that Soviet oil ean simply be sold 
on Western markets and the proceed! used 
to buy more advanced Western products 
_-The B est Oermans are the tor* est Bast 
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the Soviets, asyi Klaus Schroeder of the 


_Wss tern aspens new believe tl 

SSS?"i«^SSs t to 

long ej -term aims that would apart 
«mh a vutoerabie potfOcal poattta 
u wab i nr d the West German ero dii 
atrtet aostertty program and i 

tysriuuiii! 

who 


nk of Ai 

Qtl oorp. 


that East 
b human - 
Egnlficant 
re it from 
n again. It 
Kits with a 

7 huprove 
its fcmcf 


hte fcr td w ic g and Policy near Munich 
•Wmdet demands have put a large amount of 
promure on the East Oermans to modernise 
their industry.* 1 
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ATTACHMENT C 
25 October 1985 


USSR: Declining Hard Currency Earnings 


Declining oil production in West Siberia Is worsening an already poor 
outlook for Soviet hard currency exports during the rest of the 1980s. 

A slowdown In oil exports to the West could. cause a drop In 
Soviet hard currency earnings of 30 percent or more by 1990. 

The Soviets have a limited number of options to deal with reduced 
export earnings. 

Moscow could divert oil and other export goods from Eastern 
Europe and sell to the West In exchange for hard currency, but 
at the risk of alienating Its allies. 

— The Soviets could cut back on hard currency Imports from the 

Hest, although Imports are crucial to the development of various 
sectors of the economy such as manufacturing, agriculture and, 
notably, petroleum. 

— Moscow also could Increase foreign borrowing from Western banks, 
an option it previously has taken on only a limited basis. 

Raising funds on the International capital markets would be the 
easiest of these options. 

The USSR Is considered creditworthy by Western banks, relative 
to most LDC borrowers, and most banks would certainly be eager 
to take on additional Soviet exposure. 

Soviet creditworthiness could be even further enhanced by 
verification and start of development of the oil potential of 
the Barents Sea. 

— Moreover, the Soviets are experienced at dealing with Western 
bankers and would probably be able to obtain very favorable loan 
terms. 

Within the past few months we have seen a rapid Increase In 
borrowings by Eastern Europe. Despite difficult economic conditions In 
many of these countries. Western bankers see them as a profitable outlet 
for funds to replace credits formerly made to Latin America (see 
Attachment D). 


SECRET 


Approved For Release 2009/10/15 : CIA-RDP87M00539R000400500016-3 



Approved For Release 2009/10/15 : CIA-RDP87M00539R000400500016-3 


(j)(1) 



Approved For Release 2009/10/15 : CIA-RDP87M00539R000400500016-3 



25X1 


SECRtl | 

Approved For Release 2009/10/15 : CIA-RDP87M00539R000400500016-3 

mi nu 

Hattafton. DC. 20505 


HHENT E 


National Intelligence Council 


NIC 04945-85 
2 October 1985 


WBRANDUH FOR: S, t10Ml intelligence Council 


FROM: 

SUBJECT: 


Acting National Intelligence Officer for Economics 
Soviet Oil: Gorbachev's Alternatives 


1 Comnunlty analysis of Soviet oil problems to date has focused on 
the oossl bill ty that there would be a significant decline In Soviet oil 
production and related hard currency export earnings. 

- decline ‘ 983 

peak of 12.3) and a $10 billion loss In real hard currency 

earnings. Implying a reduction In total earnings of roughly 

one-third. 

- In the "best case- gas scenario, natural gas exports could only 
make up a fraction of this loss. 

2. Events so far In 1985 have overtaken these -worst case- estimates. 

— Oil production Is running 4X or roughly 500.000 J^r^ne are 1 
year's levels and exports to many firms In Hestem Europe are 
already being reduced by one-third to one-half. 

— This decline in production continued throughout the summer 
despite a major effort that began early this year to repair 
out-of-service wells. Equipment shortages have prevented any 
headway In this effort. 

3 While It Is still possible that Gorbachev's efforts to throw more 
resources at the problem will slow the rate of decline for * nil 

oust now consider the repercussions of a fellwre of th1s effort * The 0 
problems pose some real challenges for Gorbachev. 


25X1 


This Memorandum Classified SECRET 

When Removed from Attachments gy QR 16 INAT 0 R 

OECL QADR 


SECRET 


Approved For Release 2009/10/15 : CIA-RDP87M00539R000400500016-3 




etrocT I 

Approved For Release 2009/10/15 : CIA-RDP87M00539R000400500016-3 

i i 


SUBJECT:.. Soviet Oil: Gorbachev's Alternatives 


Absent the oil decline, Gorbachev could have continued to use 
traditional measures to flog an additional percentage point or 
two of growth from the economy over the next year or two. This 
would have given him time to consider and, perhaps, set the 
stage for more radical systemic changes down the road. 


A. The oil decline forces his hand and, absent an unexpected 
leveling off In production, will make him consider more radical 
solutions. His options for dealing within the system seem limited. 


• — Deep-rooted problems prevent delivery of adequate equipment to 
prevent further oil production problems. On-site management 
problems compound the difficulties. 

— Similar systemic problans prevent progress at "conservation" in 
Industry and the economy In general. 

Gas substitution faces the same difficulties, although we are 
sure about the potential for further Inroads here. 

- Additional cuts In oil deliveries to Eastern Europe could cause 
severe Industrial problems and further Injure the political 
relationship. 

5. Short of a radical military solution, Gorbachev does have some 
high-risk bureaucratic options. 

— More Imports of Western equipment and the Introduction of 
Western technicians and, perhaps, management In oil fields. 

— Establishment of joint ventures with Western firms In the 
Barents Sea or elsewhere. 


— Enlisting Western help In gas substitution. 

6. All of these alternatives carry an Indeterminate payback In 
exchange for major systemic change, however. One key theme In P*** 
has been optimism over the ability of the economy to respond on Its own. 
Indeed? many will feel that by taking such options now Gorbachev would be 
admitting defeat before his economic reform program even got off the 
ground. 
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SUBJECT l Soviet Oils Gorbachev's Alternatives 


Bv falling to take radical action now, however, Gorbachev eay be 
buying even sore serious energy problems for the future and 
Increasing the chance for a high-risk ellltary solution. 
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